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ABSTRACT 
The internal auditing functions of banks in Hong Kong 
have evolved into an integral part of their organizations 
over the past decades, with shifting emphasis from the 
traditional review of internal controls and financial 
compliance to appraisal of organizational activities 
including management functions. 
Internal auditing has been claimed to be a complex, 
stressful and non-rewarding career. The expansion of audit 
scope and the multiple roles further increase internal 
auditors' job complexity and result in more extensive 
interactions with other parties. These changes have 
exposed the internal auditors to a higher level of stress 
which can affect their job satisfaction. 
This study was committed to the quest for quality and 
effective audits through improved job satisfaction of 
internal auditors. With a better understanding of the 
three main contributors of stress and their effects, 
namely, organizational factors, tasks and roles, and 
interpersonal relations, experienced by the sample 
auditors, possible solutions to overcome the negative 
consequences of these factors are suggested. Nevertheless, 
it is anticipated that researches on behavioural dynamics 
to improve audit effectiveness would continue to be an 
important agenda of the internal auditing profession. 
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Over the past fifty years, internal auditing has 
evolved into an integral part of most organizations. 
Its scope of work has been broadening ： from 
predominantly verification of financial and accounting 
records at the early infancy of the profession, to 
reviewing operational efficiency and management 
effectiveness, and further to serving the organization as 
a whole through understanding the needs of the various 
parties and delivering quality services to meet their 
requirements. 
The role of internal auditors has also been shifting： 
from “watchdog" and "policeman", to "evaluator", and 
further to "partner of line management", "consultant of 
senior management“, “change catalyst" and so on in 
assisting the organization in achieving the objectives and 
goals. 
Internal audit functions of many large organizations, 
once only reported to the financial controller, are now 
placed directly under the top management and the audit 
committee. 
�These changes have been driven by the increased 
concern of corporate governance and managerial 
accountability by the legislative bodies and the general 
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public, which in turn demands high quality of internal 
audits. 
The extension of scope of work, re-definition of role, 
and change in reporting relationship have placed new 
challenges and demands on internal auditors. They are 
subject to more intensive interactions with other units 
within the organization as well as outside groups such as 
external auditors. Thus, the behavioural dynamics of 
internal auditing, especially role perception, stress and 
job satisfaction, are further complicated. 
OMective of Study 
The purpose of this study is to analyse the 
organizational stress faced by internal auditors in the 
Hong Kong banking industry and how it affects their job 
satisfaction. 
The motive behind this study on job satisfaction stems 
from our understanding of its importance on job performance 
and staff turnover, which in turn have a direct impact on 
the quality of audits. 
This study should be viewed as exploratory in nature 
and three main contributors of auditor's stress are 
addressed： organizational factors, task and role factors 
and interpersonal factors. This study also provides in-
depth discussions of their relevance in enhancement of the 
job satisfaction of internal auditors. 
The report is organized as follows： Chapter II traces 
the development and discusses the scope and approaches of 
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internal auditing； Chapter III discusses the behavioural 
dynamics of internal auditing, focusing on the relationship 
between stress and job satisfaction； Chapter IV summarises 
the results of the study； and Chapter V presents a 
concluding discussions of the topic, with recommendations 
for improving the situation. 
Scope 
The scope of this study is limited to: 
a. the banking industry in Hong Kong - in view of the 
importance of the financial and operational 
healthiness of banks on the confidence and stability 
of the economy, as well as the emphasis and 
requirements placed on internal auditing by the 
industry and its supervisory bodies, in particular the 
Hong Kong Monetary Authority which requires the 
establishment of an audit committee to oversee the 
internal audit function. As a result, internal 
auditors in the banking industry are subject to higher 
stress than their counterparts in other industries； 
and 
b. organizational factors, task and role factors and 
interpersonal factors as three major organization 
stressors associated with job satisfaction. 
Limitations 
Our analysis was mainly drawn from the results of 
interviews with 12 internal auditors from four major banks 
operated in Hong Kong. The sample size selected in the 
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study is relatively small and may not be representative of 
the experiences of all the internal auditors in the banking 
industry. However, the respondents were based in the 
internal audit departments of four major sizable banks in 




THE DEVELOPMENT OF INTERNAL AUDITING 
Nature. Roles and Value 
The subject of internal auditing has been of much 
contemporary interest. Its activities can be comprehended 
from three main official definitions. 
The first one, adopted by the Institute of Internal 
Auditors (IIA) , is the only one that claims universal 
application, worldwide and spanning both public and private 
sectors： 
”Internal auditing is an independent appraisal 
function established within an organization to 
examine and evaluate its activities as a service 
to the organization. The objective of internal 
auditing is to assist members of the organization 
in the effective discharge of their 
responsibilities. To this end, internal auditing 
furnishes them with analyses, appraisals, 
recommendations, counsel, and information 
concerning the activities reviewed. The audit 
objective includes promoting effective control at 
reasonable cost. 
The second one was set forth by Treasury of UK for the 
use of government departments： 
1 Institute of Internal Auditor, Statement on Internal 
Auditing Standard, (US: Institute of Internal Auditor, 
1992), No.11. 
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"Internal audit is an independent appraisal 
within a department which operates as a service 
to management by measuring and evaluating the 
effectiveness of the internal control system. 
The third one, issued by The Auditing Practices 
Committee, is intended for the membership of the major 
accountancy bodies of the UK and Ireland： 
“Internal auditing is an independent appraisal 
function within an organization for the internal 
control system as a service to the organization. 
It objectively examines, evaluates and reports on 
the adequacy of internal control as a 
contribution to the proper, economic, efficient, 
and effective use of resources. 
The key words which can help to throw some light on 
the nature, role and value of internal auditing are 
”independent“, "appraisal", "within a department/ an 
organization", and "service to management/ the 
organization". 
Independence is emphasized in each of the three 
definitions. According to the IIA standards, two aspects 
of independence are distinguished. The first is the need 
for sufficient organizational status to permit the 
accomplishment of audit responsibilities. The second is a 
mental attitude, which means it is important that auditors 
do not audit an operation for which they have been 
immediately directly responsible. 
I. 
2 Treasury Department, Government Internal Audit 
Manual, (London： Government Printer, 1988), Section A1. 
3 Auditing Practices Committee, Guidance for Internal 
Auditors, Auditing Guidelines, (London, 1990). 
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Internal auditors play a role in appraising the 
adequacy of internal control systems. Their primary duty 
is, acting as a third party, to encourage management to 
install and maintain effective internal control measures. 
Their existence by no means discharge the responsibilities 
of management who are themselves accountable for the 
effective implementation of controls in their own areas. 
Internal auditing is a function within an 
organization. The charter and role of the audit function 
are strictly private and determined by top management and 
the audit committee, if any. In Hong Kong, there is no 
legislative requirement in this area except for banking 
industry. 
The value of internal auditing is associated with its 
capability of delivering desired service to the 
organization. The services, to be desired, should match 
with the requirements of the organization. While some 
organizations may only require internal auditors to verify 
the correctness of their financial statements and records, 
some may expect that internal auditors provide consultancy 
service on business matters and help management implement 
important changes in addition to financial, operational and 
management audits. 
Historical Development 
‘ Unlike external audit where official publications on 
practices can be traced back to the eighteenth and 
nineteenth centuries, it is difficult to chart the history 
of internal auditing which is mainly internal affairs of 
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the organizations. 
The year 1941 marked the first historical reference 
point of internal auditing as IIA was founded with the 
objective to professionalise the field of internal 
auditing. Over the past 50 years, IIA has grown from its 
initial 24 charter members in the US to an international 
organization in excess of 32,000 members in over 130 
countries. 
The first official definition of internal auditing was 
adopted by IIA in July 1947. Thereafter, a series of 
Statements of Responsibilities of the Internal Auditors and 
Internal Auditing Standards were issued by IIA with a view 
to promote professionalism of members and the Institute. 
As summarised in Table 1 below, the Statements of 
Responsibilities reflected the gradual re-focusing of audit 
concern from ensuring the proper and correct performance of 
operations in the 1940's and 1950's to the provision of 
value-added services to the organization in the 1990's, as 
well as the broadening of audit scope from merely 
accounting and financial matters to almost any activity 
within the organization. 
Audit Committee 
The most recent development is the setting up of an 
audit committee to ensure the independence and objectivity 
of tjie internal audit function. 
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Table 1 
Summary of Statements of Responsibilities Issued 
by Institute of Internal Auditors (IIA) 
Year Scope and Emphasis 
1947 Mainly concerns about accounting and 
financial matters 
1957 Review accounting, financial and other 
operation matters 
1971 Review operations as a service to management 
1978 Emphasize service to the organization rather 
than to management 
1981 Perform independent appraisal activity to 
assist members of the organization 
1990 Independent appraisal function established 
within an organization to examine and 
evaluate its activities as a service to 
organization 
Source： Adapted from the various Statements of 
Responsibilities of the Internal Auditor issued 
by IIA. 
An audit committee is defined as "a committee 
comprising a majority of independent/ non-executive members 
of the governing body of an entity to which has been 
assigned, amongst other functions, the oversight of the 
financial reporting and auditing process. Notwithstanding 
that the specific duties may vary from organization to 
organization, the major functions of the audit committee 
are ： 
c 
4 Auditing Standard Board, Australian Research 
Foundation, Statement of Auditing Practice. AUP 31 
“Communication with Audit Committee", 1991. 
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a. overseeing the financial reporting process and 
internal control systems； 
b. co-ordinating and strengthening the internal and 
external audit functions； and 
c. assisting the board of directors to fulfil their legal 
responsibilities. 
A recent study conducted by Price Waterhouse^ (1994) 
revealed that only 24% of the listed companies in Hong Kong 
have an audit committee. Although there is no regulatory-
requirement for such a committee, the best .practices guide 
issued by the Hong Kong Monetary Authority recommended the 
establishment of an audit committee by every licensed bank 
to “ serve as the board's ‘ eyes and ears' in monitoring 
compliance with board policies, and internal and statutory-
regulations ."6 
Evolution of Audit Approaches 
Courtemanche (1986) described the evolution of 
internal auditing approaches in three major forms： 
traditional internal auditing, modern internal auditing, 
and neo-modern internal a u d i t i n g ? 
5 Ray Heath, "Time for Change in Rules on Directors", 
South China Morning Post. 7 March 1995. 
Commissioner of Banking, Hong Kong, The Duties and 
Responsibilities of Directors of Authorised Institutions 
(Hong Kong： 1991), annex A. 
7 Gil Courtemanche, The New Internal Auditing. (New 
York: John Wiley & Sons, 1986) , p.3-4. 
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The traditional form is defined as a quality control 
function to ensure that operations were properly performed. 
Under this simplest form, internal auditors are mainly 
required to perform financial and system-based audits. 
Financial audit refers to the substantiation of 
transactions in the accounts and the verification of the 
existence and ownership of assets and liabilities. System-
based audit is the appraisal of proper functioning of the 
various systems and sub-systems within an organization. 
The modern approach form extends the scope of internal 
auditing by offering internal control and consulting 
services to top-level management rather than providing the 
traditional financial compliance and fraud detection 
services to controllers. It recognises the audit committee 
and senior management as the principal clients. 
The neo-modern concept indicates that internal 
auditors should provide services for managers at all levels 
including the audit committee. Under this concept internal 
auditors serve the organization in achieving its goals. 
The function of internal auditors includes also the 
measurement of the efficiency, effectiveness, and economy 
of organizational activities and controls, i.e. the 
performance of management audits, as well as to assist 
management in high-level decision making. 
Different forms exist in different organizations 
depending on various factors, such as the size, econornic 
significance and life cycle of the organization and the 
industry, the appetite of top management and the competence 
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and proficiency of the internal audit department. 
Implications of Behavioural Issues 
The expansion of the boundary of internal auditing to 
include an examination of the overall performance of the 
entire organization as discussed above has given rise to a 
number of behavioural issues on the part of the internal 
auditors. 
Higher work complexity, higher performance 
expectation, variety of roles played, more intensive 
personal relationship with other parties within and outside 
the organization, etc. have further complicated their 
behavioural dynamics. 
In the absence of a formal professional body of 
internal audit in Hong Kong to develop its own distinctive 
and substantial knowledge and enhance its status, technical 
support and training provided to the internal auditors to 
cope with the extended scope of work and increased in job 
complexity are far from adequate. 
The sources of stress faced by internal auditors and 
its impact on job satisfaction will be discussed in greater 





The Need for Behaviouralism in Internal Auditing 
The expansion of scope of internal auditing has 
undoubtedly modified the original job nature and increased 
the work complexity. Internal auditors are faced with 
higher and sometimes conflicting demands and expectations 
from their superiors. 
Interactions with other members of the organization, 
including the auditees and their superiors, top management 
and the audit committee, have also become more intensive 
and different from the olden days. 
The normally adversarial auditor-auditee relationship 
is also undergoing some changes. Some internal audit 
departments are working towards a better relationship with 
auditees who have the inherent human being problem of 
rejecting critical examination and criticism, as evidenced 
by their normal uncooperative manners, e.g. refusal to 
provide full information available, objection against audit 
findings and recommendations, etc. 
It is important for every internal audit managers to 
understand how internal auditors perceive the change of job 
nature, increase in work complexity and to cultivate better 
auditor-auditee relationship. They should be interested in 
questions such as: Will these changes motivate or 
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demotivate internal auditors? How to enhance internal 
auditors' job satisfaction? How to build a devoted team of 
internal auditors? 
Job Satisfaction 
Job satisfaction refers to the sum of positive and 
negative attitudes that a person has about his or her job. 
Previous researches suggested that job satisfaction is 
closely related to a number of variables including： work 
itself, company policies, salary, promotion, work 
environment, colleagues, and supervisor. Other studies 
attempted to relate job satisfaction with demographic and 
dispositional variables such as sex, personality 
characteristics and length of services as well.® 
Numerous measures of job satisfaction have been 
constructed by the academic researchers and practitioners. 
Examples are the Job Descriptive Index developed by Smith 
et al (1969) which measures satisfaction with respect to 
five factors： the nature of work, present pay, supervision； 
co-worker and opportunity for promotion； while the Job In 
General scale was developed by Ironson et al (1989) for 
measuring job satisfaction at general level. 
However, these measures usually only indicate which 
facet, say, promotion, the employees are not satisfied. 
More specific information is nevertheless required by 
8 R.I. WeStwood, ed. Organizational Behaviour： 
Southeast Asian Perspectives (Hong Kong： Longman, 1992), 
p.77. 
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managers of organizations to improve the job satisfaction 
within their departments. 
Stress 
Stress is associated with anxiety and tension. Beehr 
and Newman (1978) described job stress as "a situation 
wherein job-related factors interact with a worker to 
change (i.e. disrupt or enhance) his or her psychological 
and/or physiological condition such that the person (i.e. 
mind-body) is forced to deviate from normal functioning. 
Organization stress may be caused by physical 
environment at work, role conflict and ambiguity, goal 
incongruence and lack of cohesiveness. It can induce 
negative consequences for personal health and behavioural 
changes such as less job satisfaction and lower job 
performance if reached an excessive level. The ultimate 
cost of stress-related problems for organizations may be 
high turnover, reduced productivity, low-quality work and 
high health care costs. 
Sources of Stress 
Stress is always present in any occupation and 
internal auditing is no exception. Wilson and Wood (1988) 
suggested that internal auditors had been exposed to a high 
level of stress and are in general enjoying less job 
9 T.A. Beehr, and J.E. Newman, "Job Stress, Employee 
Health, and Organizational Effectiveness： A Facet Analysis, 
Model, and Literature Review," Personnel Psychology 31, 
p.665-699. 
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satisfaction. They found most internal auditors would 
readily claim that their job is complex and stressful. 
Stress can be traced to a variety of origins. Cooper 
and Payne (1978) categorized potential organizational 
stressors into six areas: organizational structure, 
organizational leadership, organizational life stage, task 
demands, role demands and interpersonal demands.u 
This study will further summarize the six areas into 
three domains, namely： organizational factors, task and 
role factors and interpersonal factors. 
Organizational Factors 
The organization structure and leadership can have 
significant impacts on how well the internal audit function 
is served within the organization. The organization 
structure, which defines the decision authority, the level 
of differentiation in the organization, and the degree of 
rules and regulations, will determine the status of 
internal audit and its reporting relationship with audit 
committee and top management. In addition, career 
aspirations and departmental support for internal auditors 
are also relevant organizational factors that can affect 
job satisfaction. 
/o James A. Wilson, and Donna J. Wood "Stress and 
Coping Strategies in Internal Auditing", Managerial 
Auditing Journal 3 (No.2, 1988), p.8. 
11 C.L. Cooper, and R. Payne (1978) Stress at Work. 
(New York: John Wiley & Sons, 1978). 
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Organizational Status 
Sufficient organizational status, which is primarily 
secured by the reporting relationship with audit committee 
and top management, is required by internal audit 
department for achieving its missions and objectives. 
Direct reporting to the very top layer of the 
organization hierarchy exhibits higher audit independence, 
as the audit scope and authority could be instituted 
without undue interventions from executives who are 
responsible for functional departments which are subject to 
audits. Lack of sufficient status in the organization may 
hamper the smooth execution of audit work and the 
implementation of audit recommendations. 
Relations with Audit Committee 
The significance of establishing an audit committee is 
that it can provide direct communication links among the 
board of directors, top management, internal auditors and 
external auditors and to enhance the independence and 
objectivity of internal audit function. 
Career Prospect 
Internal audit is perceived as offering a solid 
training ground for other managerial positions as its work 
covers a wide spectrum of the functions of the 
organization. Adequate career development opportunities 




A study (Stock et al., 1988) sponsored by IIA 
identified five common environmental characteristics which 
were observed within organizations with effective audit 
departments： talented people, good career advancement, 
capable leadership, top management support, and high 
visibility of the department within the company. ^^ 
Thus, adequate support provided by the internal audit 
department can help the individual internal auditors 
discharge their duties effectively and relieve their 
stress. 
Task and Role Factors 
Task refers to a person's job. The pace of work, the 
amount and nature of work assigned, the nature of customer 
(whether internal or external), etc. are common job-related 
strain. Role refers to a set of behaviour expected for an 
individual because of his/her social status or position. 
Role conflicts and role overload are the major sources of 
role demand. 
Role conflict refers to the presence of incompatible 
role pressures. Wolfe et al (1964) defined role conflict 
as "... the simultaneous occurrence of two (or more) sets 
of pressures such that compliance with one would make 
difficult or impossible compliance with the other."" 
'12 Kevin D. Stock, et al, "What Makes an Effective 
Internal Audit Department?", Internal Auditor. April 1988, 
p.45. 
13 D.M. Wolfe, et al, Organizational Stress. (New 
York： Wiley, 1964). 
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Potential conflicts may arise from the following 
areas： 
a. scope of internal audit as defined by top management 
and provision of other management services； 
b. overlapping but different objectives of internal and 
external audits； and 
c. perception of the internal auditors' role by auditee. 
Role overload includes both quantitative and 
qualitative overload. Quantitative overloads refers to the 
numerous roles expected on an individual while qualitative 
overload refers to the emphasis of an individual's 
responsibilities. 
Audit scope and role are the two areas relevant to the 
study of task and role stressors because the former 
determines the job content, its variety, complexity and 
level of knowledge and skills required, while the latter 
determines the mode of job execution. More information on 
how the scope and role affect job satisfaction would 
certainly provide valuable inputs to any attempt of 
building a more desirable job. 
Audit Scope 
The IIA Statements on Internal Auditing Standards No. 
11 ("1992 Omnibus Statement“) stated that: 
"The scope of internal auditing should encompass 
the examination and evaluation of the adequacy 
and effectiveness of the organization's system of 
internal control and the quality of performance 
'in carrying out assigned responsibilities.““ 
14 Institute of Internal Auditors, Statement on 
Internal Audit Standards, No.11, 1992. 
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The Standard spelled out the current scope of work of 
internal auditing which is no longer limited to the 
traditional evaluation of financial systems and internal 
controls, but also to measure and evaluate the 
effectiveness and efficiency of organizational activities. 
The potential scope of internal audit work can be viewed as 
theoretically unlimited and may vary in accordance with the 
charters set by their organizations. 
Despite the wide diversity in different organizations, 
the scope of every internal audit function comprises of two 
components： the basic and the extended. The basic 
component encompasses tasks performed for accomplishment of 
the primary objectives of the internal audit function, 
while the extended component refers to tasks undertaken for 
further enhancement of the value of the internal audit 
function to the organization it serves. 
Examples of work scope that fall within the basic 
component include： 
a. to ensure adequacy of internal controls 
b. to ensure reliability and integrity of financial 
and operating information 
c. to ensure compliance with policies, plans, 
procedures, laws and regulations 
d. to verify and safeguard assets. 
Examples of work scope that fall within the extended 
I. 
component include： 
a. to evaluate the quality of performance in carrying 
out assigned responsibilities 
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b. to evaluate the economy and efficiency in the use 
of resources 
c. to evaluate the effectiveness of operations and 
programs 
d. to promote awareness and knowledge of internal 
control and risk management 
e. to act as catalyst for changes such as new systems, 
new products and new procedures. 
Internal Auditor Role 
The internal auditor's role and responsibility have 
always been the subject of controversy. The many roles 
played by internal auditors including policeman, 
inquisitor, analyst, judge, reporter, advisor and comforter 
are often difficult to balance. Each of these roles 
assumed is linked to both a structural relationship and a 
set of behavioural expectation. 
Role conflict may emerge between the expectations of 
one role and the demands of another. In particular, the 
”policeman" role and the "advisory" role are in serious 
conflict with each other. Table 2 illustrates the 
different sets of expected behavioural placed on these two 
roles. 
In addition to the real conflicts between the roles 
(internal role conflict), there may be conflicts between 
the roles claimed by the internal auditor and the roles 
seen by the auditee (interpersonal role conflict) . For 
example, internal auditors may prefer to call themselves 
consultants or advisors who help managers achieve better 
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performance, while the auditees are inclined to view 
internal auditors as watchdogs of senior management. 
Table 2 
Conflicting Roles of Internal Auditors 
Policeman Role Advisory Role 
Nature of work Check for compliance Assist in achieving 
with internal operational 
control procedures efficiency 
Authority Formal authority Informal authority 
derived from office based on personal 
held quality-
Attitude Cool and formal Warm and friendly 
Sanction Coercion (Formal Recommendation 
Report) 
Interpersonal Factors 
Apart from technical competence, effective internal 
auditing also requires good interpersonal relationship with 
management, auditees and external auditors, and not the 
least good relationship within the audit team itself. 
Courtemanche (1986) viewed internal audit relations as 
"a communication/action loop involving the auditee, the 
auditors and management： Willingly or unwillingly, the 
auditee provides information to the auditor who, in turn； 
provides information to management. Management may, in 
reaction to audit findings, communicate information to, or 
initiate action against, the auditee. 
Gil Courtemanche, The New Internal Auditing. (New 
York： John Wiley & Sons, 1986), p.171. 
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The implication for this communication/action loop is 
that the auditee may feel threatened by an audit visit and 
is less likely to fully co-operate in the process. To many 
internal auditors, it seems difficult for them to make 
useful findings and to cultivate the warm support of 
auditees at the same time. The negative connotation 
associated with internal auditors is an inescapable part of 
the job and is also a major source of stress. Therefore, 
effective relationship, particularly with auditee and 
external auditors, is a prerequisite for successful 
internal auditing, but it is difficult to achieve. 
Internal Auditor-Auditee Relations 
The evolution of internal auditing from the 
traditional role of ensuring financial compliance and fraud 
detection to the extended role of reviewing operational 
efficiency and providing consultancy services to serve 
management at all level calls for a new approach which 
emphasises on building constructive relations with 
auditees. 
.Wilson and Wood (1988) suggested that the auditor-
auditee relations is characterised by a tension between 
affiliation and alienation and was a prime contributor to 
excessive stress levels in their survey of 518 auditors in 
US and Canada. The reason being that auditors try to get 
along and gain the co-operation of auditees and yet are 
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perceived as aliens or outsiders.^ ® 
As internal auditors are also human beings who have 
the need for social acceptance and affiliation, better 
auditee relations may help to relieve their stress and 
enhance job satisfaction. 
The major issues related to internal auditor-auditee 
relations addressed in this study include： auditee 
behaviours, audit approach, auditor style, communication of 
audit findings, implementation of audit recommendations and 
provision of non-audit services. 
Auditee Behaviours 
Problems encountered between internal auditor and 
auditee usually arise from the "evaluative" role of 
auditing when the internal auditor is evaluating the proper 
implementation of policies and controls, the efficiency of 
operations, the effectiveness of management and the 
economic use of resources in the accomplishment of 
departmental objectives. 
Behaviours of auditee towards auditor vary from milder 
forms of conflicts, which are not uncommon, and hostility 
to the extreme. Hostile behaviours including verbal and 
non-verbal signs, failure to co-operate and attempts to 
intimidate, can alienate the auditor, make audit work 
James A. Wilson, and Donna J. Wood "Stress and 
Coping Strategies in Internal Auditing", Managerial 
Auditing Journal 3 (No.2, 1988), p.9. 
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ineffective, inflate auditor stress and provoke job 
dissatisfaction of the auditors. 
Audit Approach 
The expansion of internal audit activities beyond the 
traditional areas of financial compliance and fraud 
detection to serving the organization as a whole calls for 
new approach in internal auditing. While the traditional 
approach still prevails, the partnership concept of 
participative problem solving with auditee is perceived as 
the new direction to be followed. 
Under the traditional approach, the internal auditors 
underscore the evaluative and fault-finding aspects of 
internal auditing. Audit assignments are carried out on a 
surprise basis and the scope and coverage are planned 
according to the internal auditors' own concerns. They 
report audit findings and formulate recommendations from 
the perspectives of stringent control, without much 
consideration to the business needs and practical 
difficulties faced by the auditees. Audit recommendations 
have to be implemented whether accepted or not. 
The partnership concept is a radical redefinition of 
the internal auditor's relationship with auditee under the 
traditional approach. Courtemanche (1986) described it as 
an abandonment of the adversary relationship with auditees. 
Under' this concept, the internal auditor is in close 
association with the auditee who sponsors the activities he 
reviews, and is just part of the management like research 
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and development, production, and sales, but not associated 
exclusively with preventive, detective and punitive 
controls. 
As suggested by the term "partnership", the audit 
plans take into consideration the concerns of both the 
auditor and the auditee as far as possible, and are 
therefore designed for a balanced appraisal of the 
operations rather than the mere disclosure of control 
weaknesses. Audit findings and the associated risk 
implications are fully discussed with the auditees, who are 
then invited to jointly formulate the most effective and 
practical solutions with the internal auditor. 
Auditor Style 
The style of an internal auditor reflects his role 
perception. Traditionally, internal auditors are often 
cool, distant, demanding and perceive themselves as formal 
and aloof policemen who report adverse findings to higher 
level of management. Their auditees tend to attribute 
unfriendly or threatening behaviours towards them in fear 
of uncovering of control weaknesses. Both the internal 
auditor and auditee live on a tension against each other, 
not to say co-operative. 
On the contrary, some auditors, especially the younger 
ones, prefer a moire professional, friendly and. supportive 
image, helping the auditee to be more successful and 
perform better job. This new breed of auditors are 
supported by more sophisticated and better educated audit 
managers who are acquainted with the concepts of management 
27 
control and internal review. 
Communication of Audit Findings 
Audit findings are the results of the audit process. 
The audit report, a collection of the findings, is usually 
the vehicle of communicating the results of the audit to 
the superiors of the auditee. The auditees often see the 
audit report as an unjust evaluation of their performance 
in that the internal auditors are only interested in 
uncovering their deficiencies but seldom recognise their 
accomplishments. Thus, the negative consequences on their 
acceptance and implementation of the audit recommendations 
have to be addressed. 
Provision of Non-Audit Services 
In addition to providing consultancy services to the 
audit committee and senior management, some internal audit 
departments begin to extend similar services to their 
auditees upon request. 
Most auditees would like to utilize the internal 
auditor's expertise in resolving operational problems, on 
the understanding that these advices would be conveyed 
outside the audit report. However, this non-reporting 
nature of work will drain on the resources of internal 
auditors and may not be well received by them. 
Working Relationship with External Auditors 
Another type of interpersonal relationship is that 
exists between external and internal auditors. A good 
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working relationship between them is crucial but yet 
difficult to cultivate. Both parties have to fulfil their 
distinct TTiissions and. work independently and. only cooperate 
in areas of mutual interest and concern. 
The results of a study in US showed that internal 
auditor managers generally perceived a good relationship 
between internal and external auditors and a majority of 
the respondents (92%) felt that the external auditors 
utilised their e x p e r t i s e .I? 
To sum up, most of the stressors described above can 
contribute to excessive stress to internal auditors. The 
degree of stress felt depends on the certainty of the 
outcome and whether the individual perceives the outcome as 
important. A factor can be stress inducing if its outcome 
is perceived as uncertain and important to an individual. 
u 
17 Eileen Peacock and Sandra Pelfray, "How Internal 
Auditors View the External Audit", Internal Auditor. June 
1 9 8 9 , p . 4 9 - 5 4 . 
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CHAPTER IV 
METHODOLOGY AND RESULTS 
Methodology 
Our analysis was mainly drawn from the results of 
interviews with 12 internal auditors from four major banks 
operated in Hong Kong. A questionnaire (see appendix 2) 
was designed for gathering the required information. 
Structure of Questionnaire 
The questionnaire was divided into four sections. 
Questions contained in the first three sections attempted 
to ascertain how internal auditors perceived the three 
major sources of stress i.e. organization factors, task and 
roles and interpersonal relationship respectively on their 
job satisfaction. The last section contained general 
questions about the profile of the interviewees and their 
organizations and tenure with their internal audit 
departments. 
A five-point scale was used to measure the 
respondents' responses to the questions where: 
1. = very satisfied 
2" = satisfied 
3• = neutral 
4. = dissatisfied 
5. = very dissatisfied 
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The arguments put forward in the interviews were also 
analyzed and categorised for the development of the theme 
of the report and generate ideas on how the level of job 
satisfaction could be improved. 
The responses to the questions set out under 
organizational factors, task and role factors and 
interpersonal relationship were summarised in Table 3 
(p.31), Table 6 (p.40) and Table 7 (p.44-45) respectively. 
The findings and comments raised by the interviewees were 
analysed and further discussed in the relevant sections. 
Organizational Factors on Job Satisfaction 
This section focused on the relationship between 
internal auditor's job satisfaction and organization 
structure and leadership. The variables under study 
included ： organizational status, relations with audit 
committee, career prospect and departmental support. 
Organizational Status 
The mean response of 1.33 for Question 1 inferred the 
general perception of a highly positive relationship 




Mean Response to the Impact of Organizational Factors 
on Job Satisfaction 
Response to Rating 
‘ 1 2 3 4 5 Mean 
A. Organizational Factors 
1. Internal audit 8 4 1.33 
department reports (67%) (33%) 
direct to audit 
committee/ chief 
executives rather than 
to financial 
controller and other 
senior executives. 
2. Audit committee is 2 7 3 2.08 
mainly composed of (17%) (58%) (25%) 
non-executive 
directors rather than 
executive directors 
and senior executives. 
3. Audit committee 5 6 1 1.67 
exercises active roles (42%) (50%) (8%) 




objectives, scope and 
reporting relationship 
and reviews audit 
results. 
4. Audit committee and 9 3 1.25 
senior management (75%) (25%) 
recognise the 
accomplishment of 
internal audit and 
provide sufficient 
support. 
5. Internal audit 10 2 1.17 
function offers more (83%) (i7%) 
opportunities for 
promotion to other 
management positions. 
6/ The audit department 9 3 1.25 
is well-managed and (75%) (25%) 
supportive to the 
auditors. 
1 = very satisfied, 2 = satisfied, 3 = neutral, 
4 = dissatisfied, 5 = very dissatisfied 
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In fact, all of the four banks are having their 
internal audit departments functionally reported to their 
audit committees and administratively to the chief 
executives. A typical reporting line of internal audit 
department is depicted in Table 4. 
Table 4 








r Officer Credit 
j Review 
I Compensation 







Units Units I. 
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However, our interviewees considered that policy and 
authority, staff ranking and management support are also 
relevant factors reflecting organizational status. 
Audit Policy and Authority 
All of the four banks have laid down policies for 
their internal audit functions. The charters of their 
audit departments granted them with an unlimited scope plus 
the authority to access any record or inquire any staff at 
a reasonable time, and that staff of auditee departments 
should extend the fullest cooperation to the auditors. 
The interviewees, however, found in reality neither 
their audit scope unlimited nor their authority 
unchallenged. In fact, not all operating units within 
their organizations are subject to audit, particularly 
those activities in which senior management are heavily 
involved, such as corporate planning, compensation 
policies. Some of the auditable units, especially which 
possess higher organizational power and connection with top 
management, may not be fully cooperative. 
Job Rank of Internal Audit Staff 
All of the four banks have their chief internal 
auditors served as senior executives and their audit 
managers ranked at a level more or less equivalent to the 
heads of functional departments. 
The interviewees agreed that sufficient ranking can 
secure better auditee respect and cooperation. Junior 
auditors often complained for lack of authority to inquire 
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or discuss with senior staff of the auditees without being 
accompanied by senior auditors. 
Management Support and Attention 
All of the four banks held regular meetings, chaired 
by the chief executive officer and attended by senior 
executives, for discussion of the significant audit 
findings. 
However, the interviewees sometimes felt disillusioned 
by their inability to secure management support for audit 
findings, especially those might affect morale or cause 
embarrassment to certain senior staff members. Thus, their 
chief auditors are usually cautious in presenting audit 
findings at the meetings. 
A majority of the interviewees (9 out of 12) also 
commented that top management had insufficient personal 
contact and communication with their chief internal 
auditors as compared with other senior executives, and the 
internal auditors had the feeling of being "secondary" and 
lack of respect for their expertise in business areas. 
Audit Committee 
An audit committee exists in all of the four banks. 
The terms of reference of a typical audit committee in bank 
is set out in Table 5. 
The mean responses of 2.08, 1.67 and 1.25 to Questions 
2, 3 and 4 respectively revealed that the composition of, 
attitude to and recognition of internal audit function by 
audit committee can greatly affect the effectiveness and 
35 
job satisfaction of internal auditors. 
This result corresponded" with that of a survey on 
chief internal auditors of US companies in 1992 which 
indicated that "the chief internal auditors believe that 
audit committees do have a positive influence on their own 
effectiveness."" 
Table 5 
Terms of Reference of Audit Committee in Banks 
1. The Committee consists of three directors of which 
at least two must be non-executive director. 
2. The Committee will be accountable to the Board and 
meet not less than four times a year. 
3. The power and responsibilities of the Committee 
are ： 一 
a. to provide assurance to the Board regarding 
the reliability of financial statements 
issued by the Bank； 
b. to discuss with the external auditors their 
audit scope and approach； 
c. to review the internal audit function and 
assess its effectiveness； 
d. to provide assurance to the Board regarding 
compliance by the Bank with all supervisory 
bodies； and 
e. to undertake other related tasks assigned by 
the Board. 
Source : Extract from Internal Policy Paper provided by-
one of the interviewee 
” Lawrence P. Kalbers, "Audit Committees and Internal 
Auditors,“ Internal Auditor December 1992, 37-44. 
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Further discussions with the interviewees brought to 
一 • 
light the following concerns on the effectiveness of audit 
committee： 
Firstly, the attitudes of audit committee members 
towards sensitive issues can affect the selection of audit 
findings to be reported. In fact, some audit findings 
considered significant by auditors are not reported by 
their chief auditors to audit committee to avoid possible 
embarrassment or demotivation caused to senior executives. 
Secondly, audit committee members seldom meet 
privately with the chief internal auditors. The 
interviewees noted that their chief internal auditors do 
not have the opportunity to discuss sensitive matters with 
audit committee members outside formal meetings where 
senior executives of the organization are not present. 
Thirdly, not all audit committee members are familiar 
with company operations and financial affairs, or have 
adequate experience in banking, auditing and accounting. 
The actual or potential consequences of deficiencies 
reported may be overlooked and the efforts of the auditors 
undermined. 
Fourthly, not all audit committee members are well-
prepared for the meetings. The interviewees all considered 
that the lack of preparation can reduce the effectiveness 




The usefulness of internal audit as a training ground 
and the expectation of internal auditors for a promising 
career path are unquestionable as reflected by the mean 
response of 1.17 to Question 5. However, the interviewees 
were in general disappointed at the poor record of auditor 
outplacements to other positions in their organizations. 
In fact, three of the four banks still do not have in 
place a policy of job rotation for their auditors to other 
functional areas, or vice versa. It is not surprising to 
find internal auditors in those three banks having a tenure 
with their internal audit departments for more than ten 
years. 
Nevertheless, for the remaining bank offering job 
rotation opportunities, the internal audit department is 
sometimes used to accommodate line managers who are 
approaching limits of their competence while on the other 
hand promotion opportunities to other management positions 
for less experienced auditors are relatively rare. 
Departmental Support 
The need for departmental support by internal auditors 
to effectively discharge their duties and relieve their 
stress was strong (mean response 1.25 to Question 6). Our 
discussions with the interviewees on departmental support 
fuirther revealed the following major issues ：-
Firstly, administration of the internal audit 
department. Major concerns raised were：-
38 
"whether policies and procedures are clearly laid down 
and communicated"； 
"whether the organization structure facilitates 
effective and efficient operation"； 
"whether assignments are appropriately allocated and 
coordinated"； and 
"whether adequate connections are maintained with top 
management, other departments and relevant external 
parties" 
The respondents were in general dismayed at the 
administration of their internal audit departments, in 
particular the requirements for detailed documentation of 
audit work done and the overloading of the experienced 
auditors. 
Secondly, training and counselling. Both technical 
and behavioural training are essential to new recruits as 
well as experienced auditors. At present, all of the four 
banks offered comprehensive training courses in general 
banking to their auditors. However, training for skills 
required in management audits such as management skills, 
business knowledge, analytical skills, or for audits of 
specialized fields such as treasury, investment and 
insurance still lagged behind. Behavioural training such 
as human skills, presentation skills, time management and 
stress management were far from adequate. Counselling was 
rarely a routine, but rather only conducted when an auditor 
displayed problems. 
‘ Thirdly, performance appraisal and career development. 
Auditors need to be properly guided and supervised, matched 
with constant feedbacks on their performance and plans for 
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their career development. A majority of the interviewees 
— • 
claimed that they have never been told of their 
performance, e.g. whether expectations were met or how 
improvements could be made, except at the year-end 
appraisal interviews. Plans or discussions over career 
development were virtually absent. 
Our sample internal auditors made specific suggestions 
on how their departments could better support them. These 
include： 
"more emphasis on audit process rather than detailed 
report writing"； 
"greater availability of audit manager to discuss and 
solve the problems encountered in audit field work"； 
"more attention by audit manager to the career 
development of individual auditors"； and 
"auditor hardship especially in congested working 
environment at auditees' places be taken care of". 
Task and Role Factors on Job Satisfaction 
This section examined how job satisfaction of internal 
auditors is affected by the work itself, specifically audit 
scope and auditor's roles. 
Audit Scope 
While most organizations will have their internal 
audit function carry out tasks which fall within the basic 
component (as discussed in Chapter 3, p.22) of the audit 
scope as a minimum, some may demand or expect a proactive 
c 
audit function that also addresses management problems and 
serves the whole organization in a professional manner. 
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Table 6 
Mean Response to the Impact, of Task and Role Factors 
on Job Satisfaction 
Response to Rating 
1 2 3 4 5 Mean 
B. Task and Role Factors 
7. Internal auditors 2 3 1 4 2 3.08 




8. Internal auditors 2 4 5 1 3.42 





internal control and 
risk management. 
9. Internal auditors 3 6 3 3.00 
play an active role (25%) (50%) (25%) 
in assisting 
positive changes, 
such as set up of a 
new computer system. 
10. Internal auditors 1 6 5 3.33 




11. Internal auditors 1 6 5 4.33 
are required to play (8%) (50%) (42%) 
conflicting roles. 
1 = very satisfied, 2 = satisfied, 3 = neutral, 
4 = dissatisfied, 5 = very dissatisfied 
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The mean responses for Questions 7 to 9 on the 
extended scope of audit work to review operating 
efficiencies and management effectiveness (3.08), educating 
auditees in better understanding the concept of internal 
control and risk management (3.42) and assisting positive 
changes (3.00), implied a rather neutral scene on its 
impact on job satisfaction. 
However, the dispersion of views among our 
interviewees were investigated through further analysis of 
their demographics attributes. Better educated internal 
auditors were found to be more satisfied in an extended 
scope of audit work while less educated ones more 
dissatisfied. The reason may be that the better educated 
ones possess a higher level of expertise to outperform the 
others in a more demanding situation. They believed that 
by applying their knowledge and expertise to better perform 
the tasks, their contribution to the internal audit 
department as well as that of the internal audit department 
to the organization could be enhanced. 
The dissatisfaction associated with the less educated 
interviewees are originated from their fear of lacking in 
competence and expertise (e.g. diagnostic skills, 
analytical skills and training skills) required in an 
enlarged audit scope to provide other services to senior 
management and auditees. 
While all of the four banks under study required their 
auditors to review operational efficiencies and management 
effectiveness, only two have their auditors also engaged in 
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providing training seminars for auditees and participated 
一 • in development of new systems or products. 
However, all of the interviewees commented that the 
training currently provided to internal auditors, 
especially in business knowledge, analytical skills and 
interpersonal skills, was inadequate to enable them perform 
their tasks under the extended scope in an effective and 
professional manner. 
Internal Auditor Roles 
Previous studies by Wilson and Wood (1988) revealed 
that most internal auditors always wore more than one hats, 
contributing to significant association between stress 
level and the increased difficulties in work when complying 
with multiple r o l e s . ” similar findings were observed in 
this study. 
Our sample internal auditors held a slightly 
dissatisfied view to the playing of multiple roles (mean 
response 3.33 for Question 10), but all regarded role 
conflicts a significant and difficult stressor and 
dissatisfier to their work (mean response 4.33 for Question 
11) • The comments made by some respondents were： 
"As consultants； we have to treat the auditees like 
clients, try to assist rather than evaluate, and 
relinquishment of findings is sometimes unavoidable.“ 
"Audit managers may perceive audit findings as their 
performance indicators and demand us not to come back 
to office without findings." 
” James A. Wilson, and Donna J. Wood "Stress and 
Coping Strategies in Internal Auditing", Managerial 
Auditing Journal 3 (No.2, 1988), p.11. 
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Facing with the difficulties in meeting the demands of 
—' • 
different roles, one respondent suggested to prioritize the 
demands by deciding which is most threatening to one's 
career prospect. Another commented that the only way out 
is to exit the auditor's role. 
There are discussions in literature and journals on 
the solutions to this conflict of interests dilemma. 
Chambers (1986) considered that the solution is to accept 
the multiple roles and develop effective interpersonal 
skills to handle the various roles without confusing the 
auditees or impairing the fundamental independence and 
objectivity of audits.2° Wood and Wilson (1988) suggested 
to maintain consistency between their behavioural 
preferences and the demands of auditing and take a positive 
attitude toward the internal auditing profession.21 
Interpersonal Factors on Job Satisfaction 
This section focused on the relationship between job 
satisfaction and interpersonal dynamics of internal 
auditing, particularly relations with auditee and external 
auditor. 
Andrew D. Chambers, "The Psychology of Internal 
Audit", Managerial Auditing Journal 1 (No.l, 1986), p.25. 
21 James A. Wilson, and Donna J. Wood "Stress and 
Coping Strategies in Internal Auditing", Managerial 
Auditing Journal 3 (No.2, 1988), p.11. 
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Table 7 
Mean Response to the Impact, of Interpersonal Factors 
on Job Satisfaction 
Response to Rating 
1 2 3 4 5 Mean 
C. Interpersonal Factors 
12. Auditees have better 10 2 2.17 






13. Internal audit 7 3 2 2.58 
department works on a (58%) (25%) (i7%) 
partnership basis 
with auditees, e.g. 





14. Internal auditors 8 3 1 2.42 
present themselves in (67%) (25%) (8%) 
a friendly and 
supportive manner 
rather than being 
formal and cool. 
1 = very satisfied, 2 = satisfied, 3 = neutral, 
4 = dissatisfied, 5 = very dissatisfied 
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Table 7 (Continued) 
Mean Response to the Impact of Interpersonal Factors 
on Job Satisfaction 
Response to Rating 
1 2 3 4 5 Mean 
15. Positive as well as 3 5 4 3.08 
negative findings are (25%) (42%) (33%) 
included in the audit 
reports. 
16. Only major auditing 9 3 2.25 
findings are reported (75%) (25%) 
to audit committee 
and top management 
while minor/low risk 
findings are reported 
to auditees only but 
not their superiors. 
17. Findings and 1 6 5 2.33 
recommendations for (8%) (50%) (42%) 
improvements made by-




18. Internal audit 2 1 9 3.58 





to auditees upon 
request. 
19. Status and 3 9 2.75 





who cooperate and 




1 = very satisfied, 2 = satisfied, 3 = neutral, 
4 = dissatisfied, 5 = very dissatisfied 
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Internal Auditor-auditee Relations 
Auditee Behaviour 
Auditees tend to behave according to their views on 
the value of audit, perception of the importance of 
deficiencies uncovered in the audit process, and assessment 
of the staff quality (but not necessarily the 
qualifications) of the audit team. Our interviewees 
considered that better relationship can be developed if 
auditees have better understanding of the internal audit 
function and recognize their importance and accomplishment 
(mean response 2.17 to Question 12). 
However, the respondents viewed the conflicts between 
auditors and auditees as natural and unavoidable, and 
auditee behaviours are more a kind of self-defence over 
their career and reputation rather than personalized attack 
against the auditors. 
They suggested that internal auditors should strive to 
improve themselves by acquiring better business knowledge 
and interpersonal skills, and adopting more participative 
audit approach before they can expect better understanding 
and recognition by auditees. 
Internal Audit Approach 
The mean response of 2.58 to Question 13 implied the 
general acceptance of the partnership approach by our 
sample internal auditors as relevant for more effective 
audits and better auditee relations. Nevertheless, one 
respondents commented that：-
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"there was always conflicts of objectives between 
auditors and —auditees and it was difficult to be a 
true partner with common goals." 
The internal auditors' position was often seen as a threat 
to the auditee as part of their responsibilities, whether 
implied or explicitly stated, was to find and report 
weaknesses in the operational systems. 
Internal Auditor Style 
The interviewees generally agreed that a friendly and 
supportive auditor style would undoubtedly help easing the 
tension between the auditor and auditee (mean response 2.42 
for Question 14). 
In fact, most of the respondents who are in favour of 
this style of work belong to the new breed of internal 
auditors. They considered that the auditor-auditee 
relationship should be built on mutual trust. Friendly and 
supportive manners can reduce the auditee's anxiety and 
foster better communication which are beneficial for the 
organization as a whole. 
Communication of Audit Findings 
There were divergence views on the inclusion of 
positive findings in audit report and the mean response was 
3.08 for Question 15. Five respondents felt more satisfied 
with the inclusion of both positive and negative findings 
in audit reports. They believed that a balanced and fair 
appraisal of the auditees' operations can enhance their 
acceptance of the proposition that both auditor and auditee 
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shared common goals in achieving greater organizational 
effectiveness and efficiency. 
On the other hand, the four dissatisfied respondents 
were reluctant to include positive findings in the audit 
report in fear of embarrassment or loss in credibility in 
case deficiencies in these areas were uncovered later. 
Furthermore, the writing up of positive findings would be 
more difficult than negative ones. 
Regarding the communication of audit findings, our 
sample auditors were in favour of a tiered reporting system 
(mean response 2.25 to Question 16). This can lessen the 
auditees' anxiety of lengthy audit reports covering lots of 
miscellaneous findings while at the same time ensure 
properly focused information are conveyed to different 
levels of management for the necessary action required, if 
appropriate. 
Implementation of Audit Recommendations 
Frequently we heard internal auditors feel 
disillusioned with internal auditing because their 
recommendations were so often ignored or politicised i.e. 
used as means to implement the policies desired by the 
auditees. However, the mean response (2.33) to Question 17 
suggested only a moderate association between internal 
auditor job satisfaction and the attention paid by auditee 
and‘ their superiors in the implementation of audit 
recommendations. 
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In fact, all of the four banks have laid-down policies 
for implementation of audit recommendations. Two of the 
banks have assigned the auditee's superior to be 
responsible for monitoring the progress of implementation. 
Nevertheless, our interviewees pointed out that 
auditees tended to play down the significance of audit 
findings, even though they understood the importance of 
inteirnal control. The rejection force has been 
particularly strong for those findings displaying 
departmental management problems rather than control 
weaknesses in operation procedures. 
Non-Audit Services 
Our sample internal auditors were not satisfied with 
the extension of their work to provide non-audit services 
as reflected by the mean response of 3.58 to Question 18. 
Apart from their main concern over the efforts 
expended on non-reporting work, the majority of our 
interviewees also concerned the potential impairment of 
auditors' independence. The reason being that they may be 
required to conduct an audit on the activities which they 
had previously given advices on. 
Relations with External Auditors 
Our respondents are quite neutral on better job 
satisfaction through improved working relationship with 
external auditors (mean response 2.75 to Question 19). 
All of the interviewees had interacted with their 
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external auditors before. Their perceptions may provide 
— • 
some insights of why the two are not working together 
whole-heartedly. 
Firstly, internal auditors are not given sufficient 
recognition and respect from external auditors for their 
professional competence as not all the internal audit staff 
are qualified accountants. On the other hand, internal 
auditors found external auditors lack detailed 
understanding of their organization's accounting and 
reporting process for the accomplishment of audit 
objectives. 
Secondly, competition for work. The desire of the 
audit committee and top management of organizations to cut 
total audit fees has gradually induced the displacement of 
work currently performed by external auditors to the 
internal audit departments. While internal auditors see an 
opportunity to expand their staffs, external auditors view 
this as a threat to their business and revenues as well as 
a restriction of their work to an adequate and independent 
appraisal of financial records and accounting controls. 
Thirdly, competition for status. Both internal 
auditors and external auditors are competing for better 
influence on the audit committee and top management. This 
may be one of the reasons why external auditors are 
reluctant to share their audit programmes and working 
papers with internal auditors. It is also understandable 
that internal auditors do not admire the idea of peer 




CONCLUSIONS AMD RECOMMENDATIONS 
Internal auditing has long been claimed to be complex, 
stressful and not rewarding. Three major categories of 
stress faced by internal auditors, namely organizational 
factors, task and role factors and interpersonal factors 
are identified and evaluated. 
Internal auditing functions in Hong Kong banking 
industry are now shifting away from the traditional 
emphasis on operational review of financial systems and 
internal controls to the evaluation of the effectiveness 
and efficiency of organizational activities. Voluntarily 
or non-voluntarily, some internal audit departments also 
provide internal consultancy and other non-audit services. 
The expansion of audit scope and the multiple roles 
played by the internal auditors have increased their job 
complexity, and resulted in more extensive interactions 
internally with audit committee, top management and auditee 
as well as externally with auditors. Today's internal 
auditors are exposed to a higher level of stress as they 
are required both a broad perspective and an in-depth 
understanding of the managerial and human process 
underlying the internal audit function. 
As the economic and social environment under which the 
banks are operated in Hong Kong demand a greater emphasis 
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on organizational control and effectiveness, the 
functioning of internal audit departments has become more 
important than ever. However, the effectiveness of 
internal auditing cannot be improved solely by attending to 
the technical aspects of auditing. Attention must also be 
drawn to strengthen the internal auditor's ability in 
managing organizational and behavioural dimensions in more 
effective ways. 
This study focus on the behavioural dynamics of 
internal auditing with the objective to test some commonly 
held notions about internal auditing in this aspect by the 
litmus of actual experience and to propose practical 
solutions to enhance job satisfaction. 
Summary and Conclusions 
Results of the study indicates that the level of job 
satisfaction of internal auditors are affected by the three 
categories of stressors at varying degrees. 
Organizational Factors 
Career prospect, recognition by audit committee/top 
management, support from within audit department and 
organizational status are important sources of job 
satisfaction while the functioning and composition of audit 
committee are relatively less significant. 
Our sample internal auditors specifically raised their 
concerns over the lack of long-term career development 
planning though they perceived internal audit an effective 
training ground for other management positions. 
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Task and Role Factors 
一 -
A scrutiny of education level attained by auditors 
revealed that more educated ones had higher level of 
satisfaction for extending audit scope. This was because 
a higher level of technical knowledge and expertise is 
required for the more demanding tasks such as evaluating 
effectiveness and efficiency of operations and assisting in 
positive changes. 
Regarding role factors, both multiple roles and role 
conflicts faced by internal auditors were significant 
stressors led to job dissatisfaction. 
Our respondents were greatly concerned about the 
inadequacy of training currently provided by their 
organizations, both technical knowledge in specialised 
fields like treasury and investments and interpersonal 
skills, to enable them to effectively perform the tasks 
under the extended work scope, and handle the role 
conflicts. 
Interpersonal Factors 
Five aspects of auditor-auditee relations were found 
to be positively related to job satisfaction, including： 
better understanding and recognition by auditee, 
partnership audit approach, friendly and supportive auditor 
style, a tiered audit reporting system and implementation 
of audit recommendations. Nevertheless, the sample 
internal auditors were dissatisfied with the inclusion of 
positive findings in audit reports and provision of non-
audit services. 
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Better working relationship with external auditor, 
however, was not perceived as important for improving job 
satisfaction. Internal auditors considered that external 
auditors competed with them for better status and influence 
on the audit committee and top management• 
Recommendations 
With a better understanding of how the organizational, 
task and role, and interpersonal factors affect internal 
auditors' job satisfaction level, recommendations were made 
to overcome the negative aspects of these factors. Based 
on our discussions with the sample internal auditors, the 
following ten strategies are recommended：-
1. Achieving greater support from audit committee and top 
management 
The internal audit department should strive to improve 
its relationship with audit committee and top management 
and keep them fully aware of the true roles and benefits of 
internal audit. However, it should recognize that the 
pursue of an unlimited scope and power would not be 
supported by top management in reality. The quest for 
status and support should better be secured through 
becoming a member of the management team and conforming to 
the leadership style of the organization. 
2• Securing positive acceptance from auditees 
The key to achieving greater organizational status is 
to secure positive acceptance of the internal audit 
function from all levels within the organization. A 
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successful internal audit department should not be one 
which aims at uncovering all kinds of deficiencies at the 
expense of organizational harmony and staff morale. 
In this respect, the auditors need to modify their 
conventional attitudes towards audit independence, audit 
relations and audit disclosure, as well as to stimulate a 
greater demand for its services and cultivate support below 
the level of senior management. 
3• Building UP a career path for internal auditors 
It is essential that the benefits of internal audit as 
offering a useful training ground for other executive 
positions within the organization be adequately exploited. 
Auditors should be provided with opportunities for 
achievement by adequate allocation of audit assignments 
relevant to their career development. Also, the internal 
audit department should play an active role in outplacing 
and promoting their auditors. 
4• Providing better supports to internal auditors 
An effective internal audit department is one in which 
policies are made more visible, communications more 
effective and timely, procedures more streamlined, task 
scheduling more flexible and superiors more attentive. 
Useful means such as mentoring, counselling and stress 
management training courses should be considered to help 
the "Internal auditors better manage their stress. 
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5. Better preparing for a wider scope of work and 
changing roles 
The mentality, attitude and competence of the internal 
auditors need to be adjusted to face the challenges of 
changing roles and a wider scope of work. Training is of 
utmost important for building up their expertise and 
confidence in performing new tasks, e.g. evaluation of 
operation effectiveness, delivering of seminars or training 
programmes to auditees, assisting in positive changes. 
Adequate resources should be allocated for such training 
purposes. 
6• Narrowing the perception gap 
Role ambiguity and role conflicts arose from 
differences in perceptions by the auditor and auditee can 
be lessened by narrowing their perception gap. Efforts 
should be devoted to developing better mutual understanding 
and sharing of the common goal to improve organizational 
effectiveness, as well as abandonment of the adversary 
relationship between the two. Appropriate opportunities 
should be sought to achieve such purpose, e.g. through 
arrangement of seminars and social interactions with 
auditees, or through cross-functional job rotation. 
7. Implementing partnership concept with auditees 
tactically 
‘ The internal audit department should involve the 
auditees in the audit process, except the fact finding 
stage which is primarily the auditor's responsibility. 
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Participation would pay if auditees are invited to provide 
input to the setting of audit objectives, formulation of 
solutions to deficiencies and the implementation of audit 
recommendations. True partnership with auditees should 
only be implemented with extreme care to avoid total 
impairment of audit dependence and objectivity. 
8. EauiDPina internal auditors with interpersonal skills 
Internal auditors should be equipped with better 
interpersonal skills, especially for conflicts handling, 
negotiation and image building, for enhancement of their 
acceptability in the eyes of auditees. They should be 
educated to use power wisely to achieve beneficial ends 
without arousing unnecessary conflicts. Particular 
attention should be paid to those internal auditors who 
have a psychological bias to bury themselves in 
documentation and avoid talking enough to auditees. 
9. Selecting internal auditors with the right characters 
The internal audit department should exercise care at 
the outset in recruiting auditors, both externally and 
internally. Two important characters should be possessed 
by the right candidates, namely character flexibility, 
which means the ability and willingness to adjust to 
different audit situations, and behavioural sensitivity, 
which ensures that the human dimension of audit work is 
always prominent. 
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10. Re-thinking the communications of audit results 
一 . 
Internal audit department should pursue excellence in 
communications with auditees, especially the reporting of 
audit findings. Written audit reports, if not to be 
destructive to auditee relations, should be re-designed. 
The style and tone of the report should be helpful, e.g. 
offering constructive advice is always better than merely 
highlighting defects, and should be consistent with the 
atmosphere achieved in the exit meetings. Acknowledgement 
of auditee's efforts and positive findings should be 
included where appropriate. Audit managers, who 
ultimately sign and issue the audit reports； should be 
cautious in communicating the findings and not to damage 
the auditee relation built up by their auditors. 
To sum up, internal auditing in the future is likely 
to drive herself towards areas of activity like proactive 
auditing, increased co-ordination with external auditors, 
computer sophistication and rigorous quality assurance 
programmes. The profession will continue to expand and 
will be subject to increased interaction with other parties 
within and outside the organization. 
The consequences of poor interpersonal relationship 
and ineffective behaviour-management practices may be 
detrimental to the psychological and physical well-being of 
internal auditors and affect the quality of audits. 
Enhancement of behavioural dynamics of internal auditors 
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with a view to improve audit effectiveness will continue to 





THE STRUCTURE OF HONG KONG BANKING INDUSTRY 
Legal Structure 
The banking industry in Hong Kong has a three-tier 
system of authorised institutions comprising licensed 
banks, restricted licensed banks and deposit-taking 
companies. As at 31 December 1993, there were 172 licensed 
banks, 57 restricted licensed banks and 142 deposit-taking 
companies. 140 of the licensed banks were incorporated 
outside Hong Kong and the remaining 32 incorporated 
locally. 
Under the three-tier system, the three types of 
authorised institutions must comply with minimum capital 
requirements and operate under different restrictions 
(Table 8) . The licensed banks provide a wide range of 
banking, financial and related services, including deposit 
taking, loans and advances, trade financing and foreign 
exchange, to corporate customers as well as individuals. 
Restricted licensed banks ("RLBs") mainly focus on 
investment and merchant banking, for example； project 
financing, securities underwriting and providing financial 
services in mergers and acquisitions. Deposit taking 
companies ("DTCs") serve the small and medium business by 
providing loans, factoring and leasing. 
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Table 8 
The Three-tier Banking System 
Restricted Deposit-
Licensed Banks Licensed taking 
Banks Companies 
Minimum HK$150 million^ HK$100 HK$25 
capital million million 
requirement 
Minimum None HK$500,000 HK$100,000 
deposit size 
Maturity None None Not less 
restriction than 3 months 
Interest Subject to None None 
Rate Interest Rate 




Capital 8% 16% 16% 
Adequacy 
Ratipb 
a For overseas incorporated banks, there is no minimum 
capital requirement but the minimum asset requirement is 
US$14 billion over the world. 
b Capital adequacy ratio is defined as capital base 
over risk assets. 
Supervisory Approach 
Primary supervision of the locally incorporated 
authorized institutions, formerly by the Office of the 
Commissioner of Banking, is now the responsibility of the 
Hong Kong Monetary Authority ("HKMA"). Overseas 
incorporated institutions are subject to both Hong Kong and 
home country supervision. The supervisory approach adopted 
by HKMA includes on-site examinations, offsite reviews, 
prudential meeting and report from external auditors. 
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On-site examinations 
On-site examinations are carried out by HKMA to assess 
how the authorized institutions are managed and 
controlled and verify their asset quality. However, this 
has to be supplemented by other methods as the 
examination can only provide a snapshot of condition. 
Offsite reviews 
These involve regular analysis by HKMA of the statistical 
returns filed by the authorized institutions on assets 
and liabilities, liquidity, large exposure and capital 
adequacy, internal policy statements and management 
reports such as budgets, bad debts provision. 
Prudential meetings 
Prudential meetings can take the form of tripartite 
meeting between the senior management of the institution, 
its external auditor and the HKMA. The objective is to 
better understand the management control and clarify 
queries from off-site reviews. 
Report from external auditors 
The HKMA is empowered under the Banking Ordinance to 
commission reports from the external auditor of an 
institution to report on the adequacy of its internal 




SURVEY QUESTIONNAIRE SAMPLE 
A Study of the Job Satisfaction of Internal Auditors 
of Hong Kong Banking Industry 
Completion Instructions 
1. You are asked to assign a rating to the impact of 
certain variables on their job satisfaction on a scale 
of 1 to 5 where：-
1. = Very satisfied 
2. = Satisfied 
3. = Neutral 
4. = Dissatisfied 
5. = Very dissatisfied 
2. The variables are grouped under three major headings：-
A. Organization factors 
B. Task and role factors 
C. Interpersonal factors 
3. Open-end comments are welcome. 
4. All responses will be kept strictly confidential. Any 
information that is reported will be in the form of 
group averages and no respondents will be identified 
by name. 
THANK YOU FOR YOUR HELP AND CO-OPERATION. 
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A Study of the Job Satisfaction of Internal Auditors 
of Hong Kong Banking Industry 
Section A: Organizational Factors 
(1 = Very satisfied, 2 = Satisfied, 3 = Neutral, 
4 = Dissatisfied, 5 = Very dissatisfied) 
Please circle 
1. Internal audit department 1 2 3 4 5 
reports direct to audit 
committee/ chief 
executives rather than to 
financial controller and 
other senior executives. 
2 • Audit committee is mainly 1 2 3 4 5 
composed of non-executive 
directors rather than 
executive directors and 
senior executives. 
3. Audit committee exercises 1 2 3 4 5 
active roles on 
overseeing the internal 
audit function, e.g. 
approves audit 
objectives, scope and 
reporting relationship 
and reviews audit 
results. 




internal audit and 
provide sufficient 
support. 
5. Internal audit function 1 2 3 4 5 
offers more opportunities 
for promotion to other 
management positions. 
6. The audit department is 1 2 3 4 5 
well-managed and 
supportive to the 
auditors. 
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Section B: Task and Role Factors 
(1 = Very satisfied, 2 = Satisfied, 3 = Neutral, 
4 = Dissatisfied, 5 = Very dissatisfied) 
Please circle 




8. Internal auditors play an 1 2 3 4 5 
active role in educating 
auditees and promoting the 
understanding of internal 
control and risk 
management. 
9. Internal auditors play an 1 2 3 4 5 
active role in assisting 
positive changes, such as 
set up of a new computer 
system. 
10. Internal auditors are 1 2 3 4 5 
required to play various 
roles - watchdog and 
advisory role. 
11. Internal auditors are 1 2 3 4 5 
required to play-
conflicting roles. 
Section C: Interpersonal Factors 
12. Auditees have better 1 2 3 4 5 
understanding of the 
internal audit function 
and recognize its 
importance and 
accomplishment 
13. Internal audit department 1 2 3 4 5 
works on a partnership 
basis with auditees, e.g. 
both participating in 
setting audit objectives 
and developing audit 
'recommendations. 
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14. Internal auditors present 1 2 3 4 5 
themselves in -a friendly -
and supportive manners 
rather than being formal 
and cool. 
Section C: Interpersonal Factors (Continued) 
(1 = Very satisfied, 2 = Satisfied, 3 = Neutral, 
4 = Dissatisfied, 5 = Very dissatisfied) 
Rating 
15. Positive as well as 1 2 3 4 5 
negative findings are 
included in the audit 
reports. 
16. Only major audit findings 1 2 3 4 5 
are reported to audit 
committee and top 
management and minor/low 
risk findings are reported 
to auditees only but not 
their superiors. 
17. Findings and 1 2 3 4 5 
recommendations for 
improvements made by-
internal auditors are 
recognized and implemented 
by auditee. 
18. Internal audit department 1 2 3 4 5 
also provides non-audit 
services, e.g. advices on 
operational matters, to 
auditees upon request. 
19. Status and accomplishments 1 2 3 4 5 
of internal audit 
department are recognized 
by external auditors. 
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Section D: Company Profile 
— • Please complete the following information which is 
essential for meaningful analysis of the survey 
results. 
1. The total number of staff employed in internal audit 
function (local offices only) in my organization is: 
( ) 1 or 5 
( ) 6 - 10 
( ) 1 1 - 30 
( ) 3 1 - 50 
( )over 50 
2. I have been working in the internal audit department 
for: 
( )under 1 year 
( ) 1 - 5 years 
( ) 6 - 10 years 
( ) 1 1 - 2 0 years 
( )over 20 years 
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